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"Life-Cycle Costing for Consumers of Energy-Conserving Devices" (with S. S. Penner and M. R.
Brambley). Energy, Vol. 3 (July/August 1978), pp. 415-419.

"Entry Deterrence in the Ready-to-Eat Breakfast Cereal Industry." Bell Journal ofEconomics, Vol. 9
(Autumn 1978), pp. 305-327. Also in Marlet Strategy amd Structure (J.M.A. Gee and G.
Norman, eds.), London: Harvester Wheatsheaf, 1992, pp. 84-111.

"Market Structure, Durability, and Quality: A Selective Survey." Economic Inquiry, Vol. 17 (April
1979), pp. 177-198.

"On the Use of Economic Models in Antitrust: The ReaLemon Case." University ofPennsylvania Law
Review, Vol. 127 (April 1979), pp. 994-1050. Also in Antitrust Law and Economics (0. E.
Williamson, Editor), Houston: Dame Publications, 1980, pp. 97-153.

"Nonconvexity and Optimal Harvesting Strategies for Renewable Resources" (with T. R. Lewis).
Canadian Journal ofEconomics, Vol. 12 (November 1979), pp. 677-691.

"Appropriate Government Policy Toward Commercialization ofNew Energy Supply Technologies."
Energy Journal, Vol. 1 (April 1980), pp. 1-40.

"Advertising and Aggregate Consumption: An Analysis of Causality" (with R. Ashley and C. W. 1.
Granger). Econometrica, Vol. 48 (July 1980), pp. 1149-1168.

"On Oligopolistic Markets for Nonrenewable Natural Resources" (with T. R. Lewis). Quarterly Journal
__ ofEconomics, Vol. 95 (November 1980), pp. 475-491.

"Qualitative Asymptotic Synthesis in Simple Optimal Control Problems." Economic Letters, Vol. 5
(1980), pp. 349-352.

"Output and Welfare Implications of Monopolistic Third-Degree Price Discrimination." American
Economic Review, Vol. 71 (March 1981), pp. 242-247.

"Risk and Return on Long-Lived Tangible Assets." Journal ofFinancial Economics, Vol. 9 (June
1981), pp. 185-205.

"Monopolistic Two-Part Pricing Arrangements." Bell Journal ofEconomics, Vol. 11 (Autumn 1981),
pp. 445-466.

"Economies of Scale and Barriers to Entry." Journal ofPolitical Economy, Vol. 89 (December 1981),
pp. 1228-1238.

"Commodity Bundling by Single-Product Monopolies." Journal ofLaw and Economics, Vol. 25 (April
1982), pp. 67-71.

"Antitrust and the New Industrial Economics." American Economic Review, Vol. 72 (May 1982), pp.
24-28.

"Cartel Deception in Markets for Nonrenewable Resources" (with T. R. Lewis). Bell Journal of
Economics, Vol. 13 (Spring 1982), pp. 263-271.
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"Another Look at Market PoweL" Harvard Law Review, Vol. 95 (June 1982), pp. 1789-1816.

"Product Differentiation Advantages of Pioneering Brands." American Economic Review, Vol. 72 (June
1982), pp. 349-365. ("Errata," AER, Vol. 73 (March 1983), p. 250).

"George Stigler's Contributions to Economics." Scandinavian Journal ofEconomics, Vol. 85 (March
1983), pp. 77-86.

"Advertising and Entry Deterrence: An Exploratory Model." Journal ofPolitical Economy, Vol. 91
(August 1983), pp. 636-653.

"The Impact of Scale and Media Mix on Advertising Agency Costs" (with A. 1. Silk and R. Bojanek).
Journal ofBusiness, Vol. 56 (October 1983), pp. 453-475.

"Gaussian Demand and Commodity Bundling." Journal ofBusiness, Vol. 57 (January 1984), pp. S211
S230.

"Estimating Effective Concentration in Deregulated Wholesale Electricity Markets" (with
B. W. Golub). RAND Journal ofEconomics, Vol. 15 (Spring 1984), pp. 12-26.

"Imperfect Information and the Equitability of Competitive Prices." Quarterly Journal ofEconomics,
Vol. 99 (August 1984), pp. 441-460.

"Adversary Hydro Relicensing Applications: Using Economic Efficiency Criteria" (with P. L.
Joskow). Public Utilities Fortnightly, Vol. 114 (20 December 1984), pp. 22-28.

"Econometric Diagnosis of Competitive Localization." International Journal ofIndustrial
Organization, Vol. 3 (March 1985), pp. 57-70.

"Do Markets Differ Much?" American Economic Review, Vol. 75 (June 1985), pp. 341-351.

"Estimated Parameters as Independent Variables: An Application to the Costs of Electric Generating
Units" (with P. L. Joskow). Journal ofEconometrics, Vol. 31 (April 1986), pp. 275-305.

"Incentive Regulation for Electric Utilities" (with P. L. Joskow). Yale Journal on Regulation, Vol. 4
(Fall 1986), pp. 1-49.

"The Empirical Renaissance in Industrial Economics: An Overview" (with T. F. Bresnahan). Journal
ofIndustrial Economics, Vol. 35 (June 1987), pp. 371-378.

"Collusion versus Differential Efficiency: Testing Alternative Hypotheses." Journal ofIndustrial
Economics, Vol. 35 (June 1987), pp. 399-425.

"Ease of Entry: Has the Concept Been Too Readily Applied?" Antitrust Law Journal, Vol. 56 (1987),
pp.41-51.

"The Performance of Coal-Burning Electric Generating Units in the United States: 1960-1980" (with P.
L. Joskow). Journal ofApplied Econometrics, Vol. 2 (April 1987), pp. 85-109.
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"Horizontal Merger Policy: Problems and Changes." Journal ofEconomic Perspectives, Vol. I (Fall
1987), pp. 41-54.

"Competitive Advantage and Collusive Optima." International Journal ofIndustrial Organization, Vol.
5 (December 1987), pp. 351-367.

"Industrial Economics: An Overview." Economic Journal, Vol. 98 (September 1988), pp. 643-681.
Also in Surveys in Economics, Vol. 2 (AJ. Oswald, Editor), Oxford: Basil Blackwell, 1991, pp.
51-89.

"Perceptual Maps and the Optimal Location of New Products: An Integrative Essay." (with
J.-F. Thisse). International Journal ofResearch in Marketing, Vol. 5 (1988), pp. 225-249.

"Intra-Industry Profitability Differences in U.S. Manufacturing: 1953-1983." Journal ofIndustrial
Economics, Vol. 37 (June 1989), pp. 337-357.

"An Expository Note on Depreciation and Profitability under Rate-of-Return Regulation." Journal of
Regulatory Economics, Vol. 1 (September 1989), pp. 293-298.

"Good Regulatory Regimes." RAND Journal ofEconomics, Vol. 20 (Autumn 1989), pp. 417-436.

"Continuity and Change in the Economics Industry." Economic Journal, Vol. 101 (January 1991), pp.
115-121. Also in The Future ojEconomics (J.D. Hey, ed.), Oxford: Basil Blackwell, 1992, pp.
115-121.

"Sunk Cost and Market Structure: A Review Article." Journal ofIndustrial Economics, Vol. 40 (June
1992), pp. 125-134.

"Comparing Greenhouse Gases for Policy Purposes." Energy Journal, Vol. 14 (1993), pp. 245-255.

"Symposium on Global Climate Change." Journal ofEconomic Perspectives, Vol. 7 (Fall 1993), pp. 3
10.

"Competition Policy in Russia During and After Privatization." (with P.L. Joskow and N. Tsukanova).
Brookings Papers on Economic Activity, Microeconomics, 1994, pp. 301-374. [Awarded the
1995 Edward A. Hewett Prize by the American Association for the Advancement of Slavic
Studies.]

"Economic Aspects of Payment Card Systems and Antitrust Policy Toward Joint Ventures" (with D.S.
Evans). Antitrust Law Journal, 63 (Spring 1995), pp. 861-90 I.

"The Benefits of Releasing the Bell Companies from the Interexchange Restrictions." (with P.S.
Brandon). Managerial and Decision Economics, 16 (July-August 1995), pp. 349-364.

"Privatization in Russia: What Should Be a Firm?" (with P.L. Joskow). International Journal ojthe
Economics ojBusiness, 2 (1995), pp. 297-327.
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"What Have We Learned About Privatization and Regulatory Reform?" Revista de Ancilisis Econ6mico,
10 (November 1995), pp. 21-39. (Remarks in Roundtable Discussion, pp. 303-312.)

"Is There a Role for Benefit-Cost Analysis in Environmental Health and Safety Regulation?" (with
KJ. Arrow and nine others). Science, 272 (12 April 1996), pp. 221-222.

"The Political Economy of Market-Based Environmental Policy: The US Acid Rain Policy." (with P.L.
Joskow). Journal ofLaw and Economics, forthcoming.

"World Carbon Dioxide Emissions: 1950-2050." (with T.M. Stoker and R.A. Judson). Review of
Economics and Statistics, forthcoming.

CHAPTERS IN BOOKS:

"Advertising and Economic Welfare." In Advertising and the Public Interest (S. F. Divita, Editor),
Chicago: American Marketing Association, 1974, pp. 82-97.

"Promoting Competition in Tomorrow's Markets for Solar Energy Systems." In The Solar Market:
Proceedings ofthe Symposium on Competition in the Solar Energy Industry, U.S. Federal Trade
Commission, Washington, D.C.: U.S. Government Printing Office, 1978, pp. 119-135.

"Cartel and Oligopoly Pricing ofNonreplenishable Natural Resources" (with T.R. Lewis). In Dynamic
Optimization and Mathematical Economics (P. T. Liu, Editor), New York: Plenum, 1980, pp.
133-156.

"The New Industrial Organization and the Economic Analysis of Modern Markets." In Advances in
Economic Theory (W. Hildenbrand, Editor), Cambridge: Cambridge University Press, 1982, pp.
253-285.

"Optimal Use of Renewable Resources with Nonconvexities in Production" (with T.R. Lewis). In
Essays in the Economics ofRenewable Resources (1. Mirman and D.F. Spulber, Editors),
Amsterdam: North-Holland, 1982, pp. 95-111.

"Advertising and Market Structure." In New Developments in the Analysis ofMarket Structure (1. E.
Stiglitz and G. F. Mathewson, Editors), Cambridge: MIT Press, 1986, pp. 373-396.

"Standards for Dominant Firm Conduct: What Can Economics Contribute?" In The Economics of
Market Dominance (D. Hay and J. Vickers, Editors), Oxford: Basil Blackwell, 1987, pp. 61-88.

"Advertising." In The New Palgrave, Vol. 1 (1. Eatwell, M. Milgate, and P. Newman, Editors), New
York: Macmillan, 1987, pp. 34-36.

"Industrial Organization." In The New Palgrave, Vol. 2 (1. Eatwell, M. Milgate, and P. Newman,
Editors), New York: Macmillan, 1987, pp. 803-808.

"George Stigler's Contributions to Microeconomics and Industrial Organization." In The New Palgrave,
Vol. 4 (1. Eatwell, M. Milgate, and P. Newman, Editors), New York: Macmillan, 1987, pp. 499
500.
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"The Potential ofIncentive Regulation." In The Marketfor Energy (D. Helm, 1. Kay, and D.
Thompson, Editors), Oxford: Clarendon Press, 1989, pp. 178-187.

"Inter-Industry Studies of Structure and Performance." In Handbook ofIndustrial Organization, Vol. 2
(R. Schmalensee and R. D. Willig, Editors), Amsterdam: North-Holland, 1989, pp. 951-1009.

"Empirical Models of Rivalrous Behavior." In Industrial Structure in the New Industrial Economics
(G. Bonanno and D. Brandolini, Editors), Oxford: Oxford University Press, 1990, pp. 138-167.

"Economias del Tamafio Empresarial y Poder de Mercado" and "lnnovaci6n y Posici6n Competitiva."
In Concentracion Empresarial y Competitividad: Espana en la c.E.E. (Xavier Vives and Jordi
Gual, Editors), Barcelona: Ariel Economia, 1990, pp. 55-67 and 119-131.

"Agreements Between Competitors." In Antitrust, Innovation, and Competitiveness (T. M. Jorde and D.
J. Teece, Editors), Oxford: Oxford University Press, 1992, pp. 98-118.

"How Should We Address Economic Costs of Climate Change?" In Global Climate Change: The
Economic Costs ofMitigation and Adaptation (J.e. White, ed.), New York: Elsevier, 1991, pp.
73-76.

"The Costs of Environmental Protection." In Balancing Economic Growth and Environmental Goals,
Washington: American Council for Capital Formation Center for Policy Research, 1994, pp. 55
80. (Italian translation: "I costi della protezione abientale," Energia, Vol. 15 (December 1994),
pp.30-48.)

"What Does Stabilizing Greenhouse Gas Concentrations Mean?" (with H.D. Jacoby and D.M. Reiner).
Forthcoming in an IPIECA conference volume on the economics of climate change.

OTHER PUBLICATIONS:

"The Computer Model of Energy Production without Fast Breeder Reactors" and "The Computer
Model of Fast Breeder Demands and Prices" (with P. W. MacAvoy). Appendices E and Fin
Economic Strategy for Developing Nuclear Breeder Reactors by P. W. MacAvoy, Cambridge:
MIT Press, 1969, pp. 186-199.

"Theory, Fact, and Policy: A Reply to Professor Barten." Recherches Economiques de Louvain, Vol.
41 (March 1975), pp. 63-66.

Measuring External Effects ofSolid Waste Management (with R. Ramanthan, W. Ramm, and D.
Smallwood). Washington, D.C.: U.S. Environmental Protection Agency, Socioeconomic
Environmental Studies Series, 1975.

"Option Demand and Consumer's Surplus: Reply." American Economic Review, Vol. 65 (September
1975), pp. 737-739.
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Persuasion (D. C. Tuerck, Editor), Washington, D.C.: American Enterprise Institute, 1978, pp.
280-284.

"Remarks." In The Conglomerate Corporation (R. D. Blair and R. F. Lanzillotti, Editors), Cambridge:
Oelgeschlager, Gunn & Hain, 1981, pp. 365-368.

"Income-Distributional Concerns in Regulatory Policymaking: Comment." In Studies in Public
Regulation (G. Fromm, Editor), Cambridge: MIT Press, 1981, pp. 112-117.

"Comment on Beales, Craswell, and Salop." Journal ofLaw and Economics, Vol. 24 (December 1981),
pp. 541-544.

Review of C. C. von Weizsacker, Barriers to Entry. Journal ofEconomic Literature, Vol. 21 (June
1983), pp. 562-564.

"Comments." In Telecommunications Access and Public Policy (A. Baughcum and G. R. Faulhaber,
Editors), Norwood, N.J.: Ablex, 1984, pp. 76-80.

Review ofD. 1. Teece, ed., The Competitive Challenge. Journal ofEconomic Literature, Vol. 26
(December 1988), pp. 1779-1780.

"Regulation and Antitrust in the Bush Administration." Antitrust Law Journal, Vol. 58 (1989), pp. 475-
480. .

"Comment on Katz and Ordover." Brookings Papers on Economic Activity: Microeconomics, 1990, pp.
194-197.

"Commentary." In Environmental Policy and the Cost ofCapital, Washington: American Council for
Capital Formation Center for Policy Research, 1990, pp. 104-7.

"Comment on Mannering and Winston." Brookings Papers on Economic Activity: Microeconomics,
1991, pp. 107-110.

"A Comprehensive and Balanced Energy Policy." Environmental Forum, Vol. 8 (May/June 1991), pp.
41-42.

"Commentary." In u.s. Environmental Policy and Economic Growth: How Do We Fare? Washington:
American Council for Capital Formation Center for Policy Research, 1992, pp. 48-51.

The Economics ofthe Payment Card Industry (with D.S. Evans). Cambridge: National Economic
Research Associates, Inc., 1993.

Review of J. Broome, Counting the Cost ofGlobal Warming; William R. Cline, The Economics of
Global Warming; and Alan S. Manne and Richard G. Richels, Buying Greenhouse Insurance:
The Economic Costs ofCO2 Limits. Journal ofEconomic Literature, Vol. 32 (June 1994), pp.
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Reilly, Editor), London: Campden, 1994, pp. 16-17.

Review of R. Wilson, Nonlinear Pricing. Journal ofPolitical Economy, Vol. 102 (December 1994), pp.
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Washington: American Council for Capital Formation Center for Policy Research, 1995, pp. 32
35.
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AFFIDAVIT OF ROBERT C. DAUFFENBACH

I. BACKGROUND AND PURPOSE

WHAT IS YOU NAME AND BUSINESS ADDRESS?

My name is Robert C. Dauffenbach. My business address is the Center

for Economic and Management Research, College of Business

Administration, University of Oklahoma, Norman, Oklahoma, 73019.

BY WHOM ARE YOU EMPLOYED AND WHAT IS YOUR POSITION

WITH YOUR EMPLOYER?

I am employed by the University of Oklahoma as Director of the Center for

Economic and Management Research and as Professor of Management.

I also hold the title of Professor of Economics.

WHAT IS YOUR EDUCATIONAL AND PROFESSIONAL

BACKGROUND?

I received my B.A. and M.A. degrees in economics from Wichita State

University and my Ph.D. in economics from the University of Illinois at

Urbana-Champaign in 1973. I have served on the faculties of Wayne

State University and the University of Illinois prior to coming to Oklahoma.

I joined the faculty at Oklahoma State University in 1977 and served as

Director, Office of Business and Economic Research, 1985-1990. In the

1
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fall of 1990 I assumed duties as Director, Center for Economic and

Management Research, University of Oklahoma.

WHAT IS THE CENTER FOR ECONOMIC AND MANAGEMENT

RESEARCH AT THE UNIVERSITY OF OKLAHOMA?

The Center for Economic and Management Research (CEMR) has almost

a 70 year history of serving the people of the State of Oklahoma by

engaging in economic analysis, policy review, and primary and secondary

data collection activities related to the state's economy. It publishes the

monthly Oklahoma Business Bulletin and annually the Statistical Abstract

of Oklahoma. We compute leading indicators of the state's economy, a

General Business Index for the state and the major metro areas, and

forecasts. CEMR is a storehouse of information on the Oklahoma

economy. Staff of CEMR have made numerous and significant

contributions to public policy research in Oklahoma. The ORIGINS on-line

economic development data base system is operated through CEMR.

WHAT IS THE PURPOSE OF YOUR TESTIMONY?

I have been asked to review the economic impact study prepared by

WEFA that estimates the economic benefits to Oklahoma from

Southwestern Bell's immediate entry into the long distance market in this

state. I am prepared to provide the Commission with my views on the

conclusions reached by this study and the procedures by which the

conclusions were drawn.
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II. ASSESSMENT OF WEFA'S CONCLUSIONS

WHAT ARE THE CONCLUSIONS OF THE WEFA REPORT?

WEFA evaluates the impacts of open competition in long-distance service

on the Oklahoma economy by comparing a baseline forecast with a

simulation that processes reduced long-distance service costs. The

differentials in the two forecasts then represent the impacts of

Southwestern Bell's entry and resulting increase in long-distance service

competition. The WEFA results indicate that by the year 2006

employment will rise by an additional 10,252 jobs above the baseline

forecast. Gross State Product, adjusted for inflation, expands by an

additional $712 million above the baseline forecast.

IS THE METHODOLOGY SOUND AND DOES THE STUDY

ADEQUATELY ADDRESS SPECIAL OKLAHOMA CONDITIONS?

I find the system whereby WEFA provides estimates of the economic

impacts of freeing competition in the long distance market to be quite

elaborate, complete, and impressive. Their system begins with an input

output framework that takes into account relative prices and is capable of

factoring in alternative pricing regimes and working out the resulting

pricing structures among product groups. Productivity growth and quality

are also components of the Industry Analysis segment of the model. The

input-output results are then aligned with the US Macroeconomic Analysis

model and forecasts are generated and compared with baseline

assumptions.

3
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It is especially impressive that their regional economic modeling system is

able to provide estimated impacts for regions of a specified state. WEFA

makes a point of saying that their regional economic system is designed to

pick up the nuances of differential reactions to business cycles among the

several states and why states grow or decline relative to each other over

the longer run. Each state is modeled individually, as they note, and

different modeling structures are specified since the underlying

characteristics of the various states differ. Comparative advantages of

one state over the other are also modeled.

HOW DOES THE STUDY REACH ITS CONCLUSIONS OF BENEFITS

TO THE STATE OF OKLAHOMA?

The WEFA report does a good job in its report of laying out the base of

assumptions that are needed to analyze the impacts of greater

competition and lower costs of long-distance services. I believe that they

identify many of the important factors that should be considered in an

analysis such as this. I especially enjoyed reading the sections of the

report on the importance of information and the communications industry,

which explains the important trends in usage of telecommunications

services by industry, and why the rates of growth are so high.

Assumptions regarding long distance prices, telework and labor force

participation are carefully spelled out. In the modeling, WEFA then

analyzes the impacts on productivity in the use of information services.

They also factor in a growth curve for the Internet.

4
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I am impressed, indeed, with the extent and robustness of the modeling

frameworks that are utilized in simulating the impacts of a change in

telecommunications prices, or, for that matter, the myriad of simulation

activities that could be undertaken with this system. I have no difficulty at

all in saying so publicly. This is a very complete and competent structure

for analyzing the question at hand by a firm with an international

reputation.

ARE THERE ANY ASPECTS OF THE ASSUMPTIONS OR FINDINGS

OF THE WEFA STUDY THAT APPEAR UNDERSTATED?

To some extent, yes. For whatever reason, WEFA seems to be assuming

that the problems that plagued the Oklahoma economy in the 1980s

remain with us today and will forever hold the economy down. I suggest

that quite the opposite is true. The Oklahoma economy has recovered

fully from the energy-bust that hit the economy in 1982 and again in 1986.

I include a graphic reporting year-over-year employment gains in the state

and contrasting these with gains in the US. The energy crisis is clearly

shown on this graphic as a period in which the state did less well than the

nation in employment growth, even slipping deeply into negative territory

at times. It is also apparent that there are other times, including most

recently, when the Oklahoma economy has done much better than the

nation in employment growth. This period extended roughly from 1970

through mid-1982. In additional, the 1990-91 recession had little impact

on the state.

5



1 A second figure shows national and Oklahoma employment graphed as

2 levels. Here the axes are controlled to pictorially display a least-squares

3 fit of Oklahoma as a function of national employment. This simple

4 regression yields a slope coefficient of 0.0113, indicating that an additional

5 one million jobs nationally implies a growth in Oklahoma jobs of 11,300.

6 The double-log regression yields an elasticity of 1.043, showing that

7 Oklahoma jobs rise about in proportion with that national economy over

8 the long-run. But, in recent times, say 1987 to present, the elasticity has

9 been even higher, at 1.28. Some might argue that that period is too

10 associated with the recovery of the Oklahoma economy. But even the

11 1989 to present regression yields a high elasticity of 1.23. Thus, for every

12 ten percent gain in jobs nationally, Oklahoma has recently gained 12.3

13 percent. Over the long pull, if one takes the entire 1967 to present growth

14 in nonagricultural employment into account, the US had grown by 82

15 percent while Oklahoma has expanded by 93 percent. Over the long run

16 we are doing quite well, and expect to do so in the future, at least in the

17 employment category.

18

19 Indeed, if there is one area that has been an obvious growth vehicle for

20 the Oklahoma economy, it is the telecommunications area. The state

21 benefits from Hertz and Avis reservations centers, from a recently installed

22 and expanding Southwest Airlines reservation center, and from America

23 On-Line, a new arrival in town utilizing telecommunications. ITI, Inc., a

24 telemarketing concern, also has a strong foothold in the state. The mere

25 presence of such large scale entities in the state signifies a comparative

26 advantage for Oklahoma in this activity, from which we might even reap a

27 higher benefit with falling prices.

6



1 If anything, I think that WEFA has underestimated the impact of

2 Southwestern Bell's entry and free competition, and falling

3 telecommunications prices on a state such as Oklahoma.

4

5 Q. WILL THE PUBLIC BENEFIT FROM IMMEDIATE COMPETITION IN

6 LONG DISTANCE SERVICES?

7

8 A. The public as a whole always benefits from increased competition,

9 although specific groups may at times be harmed. Generally, long-

10 distance tariffs have been held somewhat high by regulatory bodies in

11 order to generate funds to subsidize basic service to some households

12 who could, otherwise, not afford the service. This is an issue that will

13 have to be dealt with, but there is tremendous underlying potential for the

14 Oklahoma economy in inducing competition in this arena. By being early

15 out of the gate, Oklahoma has a tremendous opportunity to capture more

16 telecommunications business and to reap productivity advantages. We

17 can have a more domestically and internationally competitive economy by

18 allowing unrestricted competition in our long distance markets, and

19 specifically, by allowing Southwestern Bell to enter this market. With a

20 more competitive state economy, it is hard to imagine any group or area of

21 the state that will not benefit.

22

23 III. SUMMARY

24

25 Q. CAN YOU SUMMARIZE YOUR CONCLUS IONS ABOUT THE WEFA

26 STUDY?

27
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The WEFA study uses a consistent and robust set of models to examine

the impacts on the Oklahoma economy of adopting immediate competition

in long distance services. The modeling framework builds from the top

down of the US economy to state-level impacts. Thorough knowledge of

the telecommunications industry is exhibited in their study and the base of

assumptions and mechanisms for increased growth are examined

carefully.

The estimated impacts for the Oklahoma economy are, I believe,

conservative, possibly quite conservative. Simply put, I disagree with

WEFA about the long-term growth potential of the Oklahoma economy.

Recent growth trends and long-term evidence, I would argue, supports my

view. This gives rise to some differences. But, the potential for additional

differences also comes about because I am not sure that WEFA has

adequately accounted for the telecommunications intensity of the

Oklahoma economy. We have comparative advantages, it would appear,

in this arena. Lower costs could further extend these advantages.

WEFA provides us with an internally consistent set of impact estimates.

That is the advantage of use of their system. To that system, it would

seem possible to attach some special features of the regional area that

are difficult to impose in a national modeling system. The special features

of Oklahoma would, in my view, positively add to the impacts that the

WEFA models have generated.

8
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Robert C. Dauffenbach

Subscribed and sworn to before me this L day of April 1997.

Notary Public

My commission eXPires)uo/c2t /99Z
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AFFIDAVIT OF EDWARD O. PRICE, III

BACKGROUND AND PURPOSE

WHAT IS YOUR NAME AND BUSINESS ADDRESS?

My name is Edward O. Price, III. My business address is the Department of Economics

and Legal Studies in Business, Oklahoma State University, Stillwater, Oklahoma, 74078

0555.

BY WHOM ARE YOU EMPLOYED AND WHAT IS YOUR POSITION WITH YOUR

EMPLOYER?

I am employed at Oklahoma State University as an Associate Professor of Economics.

WHAT IS YOUR EDUCATIONAL AND PROFESSIONAL BACKGROUND?

I have two degrees in economics from Texas A&M University. I completed my Bachelor

of Arts degree, with a business minor, in 1974. I completed my Ph.D. in 1980 with areas

of specialization in economic theory, the history of economic thought, industrial

organization, public economics, and finance. I joined the economics faculty at Oklahoma

State University in the fall of 1979 as an Assistant Professor of Economics. I have been

employed at OSU for 17 years, having been promoted to the rank of Associate Professor

in 1984.

- 1 -



1 Q.

2

3 A.

4

5

6

7

8

9 II.

10

11 Q.

12

13 A.

14

15

16

17

18

19

20

21

22

23

24

25

26

WHAT IS THE PURPOSE OF THIS TESTIMONY?

I have been asked to review the report prepared by the WEFA group which summarizes

their analysis of the economic impact of Southwestern Bell's entry into the market for

long distance telephone services in Oklahoma. I have also been asked to evaluate the

conclusions reached in this study and to be prepared to present my opinions to regulatory

commissions.

ASSESSMENT OF WEFA'S CONCLUSIONS

WHAT ARE THE CONCLUSIONS OF THE WEFA STUDY?

The WEFA Group concludes that the economic impact of Southwestern Bell's entry into

long distance telephone markets in Oklahoma will include 10,250 new jobs and an

additional $712 million in real Gross State Product (the inflation-adjusted, dollar-value of

production in the state economy) by the year 2006. The study finds that the policy

change increases the ten-year rate of growth in employment from 13.5 percent to 14.2

percent and increases the ten-year rate of growth in real Gross State Product from 18.3

percent to 19.4 percent.

The WEFA study also estimates the economic impact of the policy change by industry

and by geographic area. Since the projected changes are initiated through the

telecommunications industry, those industries and areas that are disproportionately

dependent on telecommunications will receive disproportionate shares of the benefits.

Thus, the manufacturing and service sectors of the Oklahoma economy will account for
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approximately 66 percent ofthe new jobs and approximately 63 percent ofthe increase in

real Gross State Product. Currently, these two sectors account for roughly 40 percent of

state employment and 33 percent of real Gross State Product.

The geographic impact of the policy changes is similarly disproportionate. While the

Oklahoma City and Tulsa Metropolitan Statistical Areas represent 63 percent of state

employment, these two areas are forecast to gain approximately 93 percent of the new

jobs. These two urban areas will also account for 87 percent of the growth in real Gross

State Product even though their current share of real Gross State Product is 62 percent.

While the economic impact of Southwestern Bell's entry into long distance markets in

Oklahoma are concentrated in the manufacturing and service sectors and in the Oklahoma

City and Tulsa areas, the other sectors of the economy and areas of the state will benefit.

The WEFA study projects some employment gain in every sector and every area of the

state. Similarly, every sector and area can expect to see some gain in real Gross State

Product.

HOW DID THE WEFA GROUP ANALYZE THE ECONOMIC IMPACT OF

SOUTHWESTERN BELL'S ENTRY INTO LONG DISTANCE MARKETS IN

OKLAHOMA?

The WEFA Group estimates the economic impact of Southwestern Bell's entry into long

distance markets in Oklahoma by comparing two forecasts of the Oklahoma economy.

The "baseline" projection estimates economic conditions in Oklahoma for the year 2006

based on current economic circumstances. The "long distance simulation" projection
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estimates the state of the Oklahoma economy in 2006 based on the expected economic

effects of the requested change in the telecommunications market. The differences

between these two projections are the economic impact of Southwestern Bell's entry into

the market for long distance telephone services in Oklahoma.

The baseline and simulation forecasts are derived from a statistical model of the

Oklahoma economy. This statistical model attempts to capture those characteristics that

are unique to the Oklahoma economy. This is accomplished by incorporating the

fundamental structure of Oklahoma industry, including the mix of industries that are

specific to Oklahoma. The statistical model also incorporates the impact of changes in

the national economy on the Oklahoma economy.

IS THE METHOD USED BY THE WEFA GROUP APPROPRIATE?

The WEFA Group's study is consistent with standard economic practice and methods

with respect to macroeconomic forecasting. The method is similar to that employed in

the Oklahoma State Econometric Model which is used in the preparation of the annual

Oklahoma Economic Outlook published by the College of Business Administration at

Oklahoma State University. From the description of their statistical methods, the

methodology employed by WEFA is as sophisticated as I have encountered.

My only concern with the model is that it probably does not capture all of the economic

consequences of recent changes in the Oklahoma economy. Oklahoma has experienced

some important changes in its telecommunications industry and industries that are

strongly tied to telecommunications. Examples include the acquisition ofWilTel by
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WorldCom/LDDS and the announcement by Southwest Airlines of plans to locate a

reservations center in Oklahoma. These are but the latest developments in Oklahoma's

efforts to diversify its economy. While many of these developments have not had time to

impact the statistical record, it is my opinion that the Oklahoma economy will be even

more responsive to the economic effects of Southwestern Bell's participation in the long

distance telephone services market than predicted by the WEFA Group's study.

WHAT ARE THESE ECONOMIC EFFECTS OF INCREASED COMPETITION USED

IN THE WEFA STUDY?

The economic gain to Oklahoma predicted by the WEFA Group's study are generated by

three economic effects of increased long distance competition. The first consequence of

competition is a decrease in prices in the long distance services market and in the

telecommunications industry as a whole. These lower prices will stimulate economic

activity in the telecommunications industry and in industries that depend heavily on

telecommunications services. The increased economic activity in these sectors will

stimulate business in the other sectors of the Oklahoma economy.

The second economic effect of allowing Southwestern Bell to compete for long distance

services will be enhancements in the quality of telecommunications services. These

quality enhancements will increase productivity in the telecommunications industry and

telecommunications-dependent industries, which, in tum, stimulates economic activity in

these two sectors of the Oklahoma economy. This increased activity will spillover into

the rest of the state economy and stimulate additional economic activity.
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The third economic effect of Southwestern Bell's entry is an indirect effect of the other

two effects. Lower telecommunications prices and new and higher quality

telecommunications services will have the side-effect of increasing the labor-force

participation rate. Lower prices and improved telecommunications services will make

te1ework and telecommuting a more viable alternative to the traditional workplace

environment. These new employment opportunities will induce entry into the workforce

by some who otherwise would not have participated in the labor force. This increased

utilization of the population of Oklahoma will have yet another stimulative effect on the

Oklahoma economy.

While each ofthese effects will have a positive impact on the Oklahoma economy, the

magnitude of this impact depends on the magnitudes of the aforementioned economic

effects of Southwestern Bell's entry into long distance services in Oklahoma. The

simulation forecast from which the WEFA Group estimates the economic impact of the

requested policy change assumes that (l) the average price of long distance services will

fall by twenty-five percent over five years, (2) productivity increases will increase by two

percent per year over five years, and (3) the labor-force participation rate will increase by

one-half of one percent over the next ten years.

ARE THESE ASSUMPTIONS ABOUT THE MAGNITUDES OF THE ECONOMIC

EFFECTS APPROPRIATE?

In my opinion, the assumptions used in WEFA's simulation forecast to quantify the

magnitude of the economic effects of the requested policy change are reasonably

conservative. When one considers the impact that technological change has had on prices
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1 of other goods and services and the results of introducing competition into other regulated

2 markets, the WEFA Group's use ofa 25 percent decrease in average long distance

3 services prices over 5 years would seem to be the minimum change that we can expect.

4 Similarly, the assumption regarding productivity gains would appear to understate what

5 we can expect. New and higher quality telecommunications products will create new

6 business opportunities and new ways of doing business in industries in which Oklahoma

7 has had some recent and significant economic development successes. The study's

8 assumed one-half of one percent increase in the labor-force participation rate over the

9 next ten years may well be the estimate that is understated to the greatest extent in the

10 WEFA study. This is due to factors that are unique to Oklahoma and to the recent

11 passage ofwelfare reform legislation.

12

13 Oklahoma state government has a significant investment in its own telecommunications

14 infrastructure called OneNet - the Oklahoma Network for Educational Enrichment. This

15 network was built to provide the latest telecommunications technology to approximately

16 two-thirds of the state's residents with plans to provide a wide range of services, the most

17 important of which was enhanced distance education. Various state agencies, including

18 the Oklahoma Regents for Higher Education, are exploring ways to exploit this

19 technology. One, yet unexplored opportunity, is in the ongoing efforts to reform the

20 welfare system.

21

22 The Welfare Reform Act of 1996 transfers the funding and responsibility for operating

23 the welfare system to the states and sets time limits on an individual's welfare benefits.

24 One of the economic rationales behind this policy change is to provide welfare recipients

25 with greater incentives to enter the labor force. One often expressed concern with welfare

26
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